REPORT OF THE AUDITOR-GENERAL TO THE NORTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON JOE MOROLONG LOCAL WIUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Joe Morolong Local Municipality 
out on pages ... to .... which comprise the statement of financial position as at 

30 June 2013, the statements of financial performance, changes in net assets, the 
statement of comparison of budget and actual amounts and cash flows for the year then 
ended, and the notes, comprising a summary of significant accounting policies and 
other explanatory information. 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) and Division 
of Revenue Act of South Africa, 2012 (Act No. 05 of 2012) (DoRA) and for such internal 
control as the accounting officer determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor-GeneraPs responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the General Notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. The municipality did not review the residual values, depreciation method and useful 
lives of property, plant and equipment at each reporting date in accordance with the 
Standards of Generally Recognised Accounting Practice, GRAP 17, Property, plant and 
equipment, and did not assess whether there is any indication that its property, plant 
and equipment may be impaired in accordance with GRAP 26, Impairment of cash- 
generating assets, for the current and prior financial year. Property, plant and 
equipment with a total cost of R93 285 614 (2012; R714 467) are included in the 
financial statements at a zero net carrying amount whilst still being in use. I was not able 
to determine the correct net carrying amount of infrastructure assets, as it was 
impracticable to do so. Additionally, there is a consequential impact on the impairment 
losses in the statement of financial performance, surplus for the period and the 
accumulated surplus. 

5. I was unable to obtain sufficient appropriate audit evidence regarding property, plant 
and equipment, as the municipality did not provide sufficient supporting documentation 
for differences between the current year opening balances and the prior year closing 
balances. Furthermore the municipality could not provide sufficient evidence for 
infrastructure additions. I was unable to confirm property, plant and equipment by 
alternative means. Consequently, I was unable to determine whether any adjustment 
relating to property, plant and equipment stated at R1 061 253 496 (2012: 

R890 324 401) in the financial statements was necessary and we could not determine 
the impact of this on depreciation and amortisation. 



Expenditure 

6. I was unable to obtain sufficient appropriate audit evidence for expenditure as the 
municipality could not provide all the required supporting documentation for finance 
cost, repairs and maintenance, bulk purchase, grants and subsidies paid and general 
expenses, 1 was unable to confirm the amount disclosed by alternative means. 
Consequently, ! was unable to determine whether any adjustments relating to 
expenditure stated at R117 997 640 (2012: R118 437 491) in the financial statements 
was necessary. 

Irregular expenditure 

7. ! was unable to obtain sufficient appropriate audit evidence as the municipality could not 
provide all the required supporting documentation and evidence that management has 
properly identified, investigated and recorded all irregular expenditure. I was unable to 
confirm the balances by alternative means. Consequently, I was unable to determine 
whether any adjustments to irregular expenditure stated at R76 739 455 (2012: 

R2 694 475) in the financial statements was necessary. 

Payables from exchange transactions 

8. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions as the municipality could not provide a creditor listing that agrees with the 
financial statements. I was unable to confirm the amount disclosed by alternative 
means. Consequently, I was unable to determine whether any adjustments relating to 
trade payables from exchange transactions stated at R27 948 578 (2012; R1 1 629 387) 
in the financial statements was necessary. 

Receivables from exchange transactions 

9. I was unable to obtain sufficient appropriate audit evidence for receivables from 
exchange transactions due to inadequate filing management and system of internal 
control to account for consumer debtors. I was unable to confirm the amount disclosed 
by alternative means. Consequently, I was unable to determine whether any 
adjustments relating to consumer debtors within receivables from exchange 
transactions stated at R19 126 221 (2012: R15 368 065) in the financial statement were 
necessary and we could not determine the impact of this on debt impairment. 

Revenue from exchange transactions 

10. I was unable to obtain sufficient appropriate audit evidence for revenue from exchange 
transactions as the municipality had an inadequate system of internal control to account 
for revenue and keep proper record of service charges. I was unable to confirm the 
amount disclosed by alternative means. Consequently, I was unable to determine 
whether any adjustments relating to service charges within revenue from exchange 
transactions stated at R17 222 913 (2012; R12 648 054) in the financial statements was 
necessary. 

Receivables from non^exchange transactions 

11. I was unable to obtain sufficient appropriate audit evidence for receivables from non“ 
exchange transactions due to inadequate reconciliation performed and follow up on 
suspense account. I was unable to confirm the amount disclosed by alternative means. 
Consequently, I was unable to determine whether any adjustments relating to 
receivables from non exchange transactions stated at R11 372 587 (2012: 

RIO 582 963) in the financial statement was necessary. 

Revenue from non-exchange transactions 

12. I was unable to obtain sufficient appropriate audit evidence for revenue from non- 
exchange transactions as the municipality had an inadequate system of internal control 
to account for revenue and keep proper record of taxation revenue. 1 was unable to 



confirm the amount disclosed by alternative means. Consequently, I was unable to 
determine whether any adjustments relating to revenue from non-exchange transactions 
stated at R6 786 384 (2012: R3 116 338) in the financial statements was necessary. 

Value-added tax 

13. 1 was unable to obtain sufficient appropriate audit evidence for VAT receivable relating 
to current and prior year as the municipality had an inadequate system of internal 
control to account for VAT, I was unable to confirm the balance by alternative means 
and 1 could not determine the effect on the other account balances or classes of 
transactions. Consequently, 1 was unable to determine whether any further adjustments 
to the tax receivable stated at R5 284 058 (2012: R13 598 571) in the financial 
statements was necessary. 

Investment property 

14. The municipality did not recognise all property held to earn rentals or for capital 
appreciation as investment property for current and prior year in accordance with 
Standard of Generally Recognised Accounting Practice, GRAP 16, Investment property. 
Additions to investment property were incorrectly recognised as property, plant and 
equipment. Consequently, investment property is understated by R3 084 900 and 
property plant and equipment is overstated by R3 084 900. Additionally, there is a 
consequential impact on the surplus for the period and the accumulated surplus. 

Employee benefits 

15. The municipality did not recognise the post employment benefits in accordance with 
Generally Recognised Accounting Practice, GF^P 25, Employee Benefit. As the 
municipality did not maintain adequate records of post employment benefits, 1 was not 
able to determine the full extent of the understatement in employee benefits as it was 
impracticable to do so. 

Cash flow statement 

16. 1 was unable to obtain sufficient appropriate audit evidence regarding the cash flow 
statement, due to the limitations placed on my audit of various components of the 
financial statements. I was unable to confirm the cash flow statement by alternative 
means. Consequently, I was unable to determine whether any adjustment relating to the 
cash flow statement in the financial statements was necessary. 

Unauthorised Expenditure 

17. 1 was unable to obtain sufficient appropriate audit evidence for unauthorised expenditure 
as the municipality could not provide a schedule of incidents that caused the 
unauthorised expenditure and the required supporting documentation for expenditure 
could not be obtained which impact the calculation of unauthorised expenditure, I was 
unable to confirm the amount disclosed by alternative means. Consequently, I was 
unable to determine whether any adjustments relating to unauthorised expenditure in 
the financial statements were necessary. 

Material losses 

18. The municipality did not include particulars of material losses in the notes to the 
financial statements as required by section 125(2)(d) of the Municipal Finance 
Management Act. As the municipality did not maintain adequate records of material 
losses, I was not able to detemnine the full extent of the understatement in material 
losses as it was impracticable to do so. 

Related Parties 

19. The municipality did not disclose the remuneration of key management personnel in 
accordance with the IPSAS 20, Related Parties. The remuneration of key management 



personnel should be disclosed in total and for each of the following categories: short- 
term empioyee benefits; post-empioyment benefits; other long-term benefits; termination 
benefits and share-based payments. As the municipality did not maintain adequate 
records of key management personnel. I was not able to determine the full extent of the 
understatement in reiated parties as it was impracticabie to do so. 

Financial instruments 

20. The munidpaiity did not disclose information on liquidity risks, maturity analysis, and 
sensitivity anaiysis and credit risk exposure in accordance with GRAP 104, financial 
instruments. Contrary to the minimum disclosure requirements, the municipality's 
exposure to financiai risks and how these risks were mitigated were not disciosed in the 
financiai statements. Furthermore, the municipality did not disciose gains or losses on 
financial instruments, trade receivabies overdue but not impaired, as weii as the factors 
that the munidpaiity considered in determining impairment. I was not able to determine 
the full extent of the misstatement of financial instrument disclosed in the financial 
statements as it was impracticable to do so. 

Aggregation of immaterial uncorrected misstatements 

21 . The financial statements as a whole are materially misstated due to the cumulative 
effect of numerous individually immaterial uncorrected misstatements in the following 
elements making up the statement of financial position and the statement of financial 
performance; 

• Employee ralated cost reflected as R34 351 298 is understated by R1 601 107. 

22. In addition, I was unable to obtain sufficient appropriate audit evidence and I was unable 
to confirm the following elements by alternative means: 

• Employee related cost of R526 490 as included in the disclosed balance of R1 601 107. 

23. As a result, I was unable to determine whether any adjustments to the above mentioned 
elements were necessary. 


Disclaimer of opinion 

24. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matter 

25. I draw attention to the matter below. My opinion is not modified in respect of these 
matters. 

Financial sustainability 

26. The difficulties being experienced by the municipality in recovering its consumer 
debtors, the potential negative effect of this tendency on the cash flows of the 
municipality and the inability to settle accounts payable within an acceptable period 
indicate that there is a risk that the municipality may be exposed to serious financial 
difficulties in terms of section 138 of the Municipal Finance Management Act The 
financial statements did not disclose any details of the uncertainty as per note 1.3 to the 
financial statements and have been prepared on a going concern basis. The 
municipality's accounting records did not provide sufficient appropriate audit evidence 
that the municipality is able to continue as a going concern. 



Additional matter 


27. I draw attention to the matter below. My opinion is not modified in respect of these 
matters. 

Material inconsistencies in other information included in the annual report 

28. I have not obtained the other information included in the annual report and have not 
been able to identify any material inconsistencies with the financial statements. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance 
with laws and regulations and internal control, but not for the purpose of expressing an 
opinion. 


Predetermined objectives 

29. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages ... to ... of the annual 
report. 

30. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury's annual reporting principles and whether the reported performance Is 
consistent with the planned development priorities. The usefulness of information further 
relates to whether indicators and targets are measurable (i.e. well defined, verifiable, 
specific, measurable and time bound) and relevant as required by the National Treasury 
Framework for managing programme performance information. 

* The reliability of the information in respect of the selected development priorities Is 
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid, 
accurate and complete. 

Usefulness of information 

31. Section 46 of the Municipal Systems Act requires disclosure in the annual performance 
report of measures taken to improve performance where planned targets were not 
achieved. Measures to improve performance for a total of 43% of the planned targets 
not achieved were not reflected in the annual performance report. This was due to the 
lack of review of reported performance information by senior management and the audit 
committee. 

32. Section 46 of the Municipal Systems Act requires disclosure in the annual performance 
report of measures taken to improve performance where planned targets were not 
achieved. Adequate and reliable corroborating evidence could not be provided for 29% 
measures taken to improve performance as disclosed in the annual performance report. 
This was due to limitations placed on the scope of my work. 



Reliability of information 

33. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that institutions should have appropriate systems to collect, collate, 
verify and store performance information to ensure valid, accurate and complete 
reporting of actual achievements against planned objectives, indicators and targets. 

34. ! was unable to obtain the information and explanations I considered necessary to 
satisfy myself as to the reliability of information presented with respect to improve basic 
service delivery and infrastructure investment. 

35. This was due to limitations placed on the scope of my work due to the absence of 
information systems and the fact that the institution could not provide sufficient 
appropriate evidence in support of the information presented with respect to the 
development priority. 

Compliance with laws and regulations 

36. 1 performed procedures to obtain evidence that the municipality has complied with 
applicable laws and regulations regarding financial matters, financial management and 
other related matters. My findings on material non-compliance with specific matters in 
key applicable laws and regulations as set out in the General Notice issued in terms of 
the Public Audit Act are as follows: 

Strategic planning and performance management 

37. The municipal council did not adopt within 14 after the start of its elected term an 
integrated development plan, as required by section 25 of the Municipal Systems Act. 

Budgets 

38. Expenditure was incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget], in contravention of section 15 of the Municipal Finance 
Management Act 

Annual financial statements^ performance and annual reports 

39. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. Material misstatements of non-current assets, current assets, 
liabilities, revenue, expenditure, disclosure items identified by the auditors in the 
submitted financial statements were subsequently corrected and/or the supporting 
records were provided subsequently, but the uncorrected material misstatements and/ 
or supporting records that could not be provided resulted in the financial statements 
receiving a disclaimer audit opinion. 

Audit committees 

The audit committee did not advise the council on matters relating to internal financial 
control and internal audits as required by section 166(2)(a) of the Municipal Finance 
Management Act. 

40. The audit committee did not review the annual financial statements to provide the 
council with an authoritative and credible view of the financial position of the entity, its 
efficiency and effectiveness and its overall level of compliance with legislation, as 
required by section 166(2){b) of the Municipal Finance Management Act. 

41. The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the Municipal Finance 
Management Act 



42. The audit committee did not meet at least four times a year, as required by section 
166(4)(b) of the Municipal Finance Management Act. 

Procurement and contract management 

43. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by Supply Chain Management 
regulation 17(a) & (c), 

44. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service to be in order, as required by Supply 
Chain Management regulation 43. 

45. Bid specifications were not always drafted by bid specification committees which were 
composed of one or more officials of the municipality as required by Supply Chain 
Management regulation 27(3). 

46. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by Supply Chain Management regulation 13(c). 

Expenditure management 

47. Money owing by the municipality was not always paid within 30 days or an agreed 
period, as required by section 65(2)(e) of the Municipal Finance Management Act. 

48. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, as required by section 65{2)(b) of the 
Municipal Finance Management Act. 

49. Reasonable steps were not taken to prevent irregular expenditure / fruitless and 
wasteful expenditure, as required by section 62(1 )(d) of the Municipal Finance 
Management Act. 

Revenue management 

50. An adequate management, accounting and information system which accounts for 
revenue was not in place, as required by section 64(2)(e) of the Municipal Finance 
Management Act, 

51. An effective system of internal control for revenue was not in place, as required by 
section 64(2)(f) of the Municipal Finance Management Act. 

52. Sufficient appropriate audit evidence could not be obtained that revenue due to the 
municipality was calculated on a monthly basis, as required by section 64(2)(b) of the 
Municipal Finance Management Act 

53. Sufficient audit evidence could not be obtained that interest had been charged on all 
accounts in arrears, as required by section 64(2)(g) of the Municipal Finance and 
Management Act 

Assets management and liability management 

54. An adequate management accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act 

55. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the Supply Chain Management regulation. 

Consequence management 



56. Irregular expenditure incurred by the municipality was not investigated to determine if 
any person is liable for the expenditure, in accordance with the requirements of section 
32(2) of the Municipal Finance Management Act. 

57. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, in accordance with the 
requirements of section 32(2) of the Municipal Finance Management Act. 

58. Irregular and fruitless and wasteful expenditure was not always recovered from the 
liable person, as required by section 32(2) of the Municipal Finance Management Act. 


Internal Control 

Leadership 

59. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting, compliance and related internal controls. The leadership did not 
ensure that there were processes to ensure that review of all relevant documentations 
take place before submission of information, as material errors were detected in the 
financial statements, non-compliance with laws and regulations and internal control 
deficiencies were noted throughout the audit process 

60. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality 
failed to properly analyse the control weaknesses and implement appropriate follow-up 
actions that adequately addressed the root cause. This resulted in the prior year audit 
findings recurring in the current year 

61. There is no indication that the accounting officer has established, updated and 
communicated policies and procedures to enable and support the understanding and 
execution of internal control objectives, processes, and responsibilities within the 
municipality 

Financial and performance management 

62. The accounting officer did not prepare regular, accurate and complete financial and 
performance reports that are supported and evidenced by reliable information, review 
and monitor compliance with laws and regulations due to audit action plan not been 
developed timeously 

63. Proper record keeping was not implemented in a timely manner to ensure that 
complete, relevant and accurate information is accessible and available to support 
financial and performance reporting. 

64. There were also no controls, monitoring and review over daily and monthly processing 
and reconciliation of transactions 



Governance 


65, The accounting officer of the municipality did not ensure that a fully functional financial 
and risk unit is established. The municipality did not identify risks relating to the 
achievement of financial and performance reporting objectives. Consequently, controls 
were not developed to prevent, detect and correct material misstatements in financial 
reporting and reporting on predetermined objectives. 



Kimberley 
30 November 2013 
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